STATE OF MAI NE
PUBLI C UTI LI TI ES COW SSI ON Docket No. 97-830

January 30, 1998
MAI NE PUBLI C SERVI CE COVPANY ORDER APPROVI NG
Annual | ncrease Under Rate STI PULATI ON
Stabilization Pl an

VELCH, Chairnman; NUGENT and HUNT, Commi sSioners

l. SUMMARY

In this Order, we approve a Stipulation that resolves the
i ssues in the Maine Public Service Conpany (MPS) annual rate
change proceeding. By approving the Stipulation, we authorize a
3.9%rate increase to be inplenented on February 1, 1998, resolve
the ratemaking treatnment of sone of the 1997 and 1998 Mai ne
Yankee-rel ated costs, and establish a mnimumrate increase of
3.1% for February 1, 1999.

11. BACKGROUND

On Novenber 14, 1997, MPS filed materials in support of its
annual rate increase under its previously adopted rate
stabilization plan (RSP). See Order Approving Stipulation,
Docket No. 95-052 (Nov. 30, 1995). The RSP is a conprehensive
mul ti-year rate plan that contains, anong other provisions,
speci fied annual rate changes, a sharing of earnings outside a
bandw dt h, a sharing of M ne Yankee net replacenment costs and
Wheel abr at or - Sherman (WS) purchased power savings,! and custoner
service and reliability standards. Specifically, the RSP
contains a specified February 1, 1998 increase of 2.75% (as well
as a 2.75% i ncrease on February 1, 1999) subject to the plan’s
sharing and custoner service penalty provisions.

In its Novenber 14 filing, MPS sought a February 1, 1998
i ncrease of 7.59% consisting of the 2.75% specified increase, a
2.2% increase for recoverabl e Mai ne Yankee repl acenent power
costs, and a 2.62% i ncrease for earnings sharing. The Conpany
also indicated that it would be subject to a penalty of $28, 000
for failure to neet one of the custoner service standards. As

The RSP states that any savings fromthe renegotiation of
the WS Purchase Power Agreenent (PPA) will reduce specified
deferrals that would be recovered in rates beginning in 2000. In
our recent Order that approved the renegotiation of the WS PPA
we stated that the savings would instead be used to offset rates
during the remainder of the rate plan. Oder Ganting
Certificate of Approval, Docket No. 97-727 (Jan, 15, 1998)




Order Approving Stipul ation - 2 - Docket No. 97-830

required, the filing included updated margi nal costs for pricing
flexibility and short-termenergy only (STEO rates for small
power producers.

Additionally, the Conpany raised several other itens to be
resolved in this proceeding:

¢ Maine Yankee refueling outage. During the 1997 outage,
Mai ne Yankee, in anticipation of restarting the plant,
i ncurred refueling outage expenses (approximtely
$43 mllion); MPS s share of the expense is approximtely
$2.1 million. Consistent with prior practice regarding
refueling outages, MPS sought to defer and anortize the
costs over 18 nonths (Maine Yankee’'s previous refueling
cycle). MPS began to anortize this anount in August,
1997 so that the unanortized bal ance on Decenber 31, 1997
was approxi mately $1, 458, 000.

¢ Maine Yankee resl eeving expenses. The RSP provides for a
5-year anortization of the resleeving expenses incurred
in 1995 that woul d | eave approxi mately $230, 000 of these
expenses unanortized by the end of the rate plan. Rather
than including this amunt as stranded costs, the Conpany
proposed a nodification so it would anortize the entire
anmount by the end of the rate plan.

¢+ Miine Yankee Sharing. The RSP does not specifically
address the sharing of M ne Yankee repl acenent power
costs from Cctober 1, 1998 to January 31, 2000 (the end
of the rate plan), because the last rate adjustnent is
February 1, 1999, using an annual reporting period endi ng
Septenber 30, 1998. The Conpany requested that the
Comm ssion allow it to defer 50% of the net replacenent
costs for subsequent recovery.

¢+ \Weel abrat or- Sherman Savi ngs. MPS proposed that it use
the savings fromthe renegotiation of the WS PPA to
partially off-set its 50% share of recoverabl e Mi ne
Yankee repl acenent power costs; savings during 1998 woul d
of f-set replacenent costs during the sanme period.

On Novenber 12, 1997, the Comm ssion issued a Notice of
Annual Review and Opportunity for Intervention. The Public
Advocate filed for and was granted intervention. Both the Public
Advocate and the Advisory Staff conducted extensive di scovery on
the MPS filing. Subsequently, the Conpany, the Public Advocate,
and the Advisory Staff had nunerous discussions regarding the
resolution of the issues raised by the filing. As a result of
t hese di scussions, MPS filed, on January 16, 1998, a Stipulation
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signed by it and the Public Advocate that resolves the issues in
t hi s proceedi ng.

111. DESCRIPTION OF STIPULATION

The Stipulation provides for a February 1, 1998 rate
increase of 3.9% This anount represents the 2. 75% specified
i ncrease plus approximately half of the recoverabl e Mai ne Yankee
repl acenent costs during 1997 ($562,000). The remaini ng $523, 000
of the 1997 Mai ne Yankee costs is deferred and will be recovered
inrates as part of the February 1, 1999 rate change regardl ess
of any future prudence determ nation. The Conpany agrees to
wai ve any rights under the RSP to recover in rates all anmounts
associated with its 1997 earnings deficiency ($1,280,000) and to
wite-off against 1997 earnings all of the unanortized Mi ne
Yankee refueling outage expenses ($1, 458, 000).

As part of the agreenent, the parties agreed that the
specified February 1, 1999 rate increase of 2.75% shall be
reduced to 2.00% resulting in approximately $380, 000 of revenue
that MPS will not recover. The February 1, 1999 increase wll,
as stated above, include the remaining $523,000 of 1997 Mai ne
Yankee replacenent costs. As a result, the Stipulation provides
for a mninmumincrease of approximtely 3.1%for February 1, 1999
with the Comm ssion’s having the discretion to authorize a
greater increase. The Stipulation also states that the Conpany
will be able to off-set its recoverable 1998 net Mai ne Yankee
repl acenent power costs up to the anmount of WS savings
projected to be $2.5 million. This anount of replacenent costs
wi |l not be subject to disallowance as a result of any future
prudence or reasonabl eness findi ngs regardi ng Mai ne Yankee.

Addi tional replacenment power cost over those off-set by the WS
savings, estimated to be $900, 000, will be deferred but subject
to a prudence disallowance. Finally, the Stipulation provides
for a suspension of the custonmer service penalty pending the
md-termreview of the RSP.

The Stipul ati on does not contain a provision nodifying the
recovery of 1995 Mai ne Yankee resl eeving expenses. The
anortization period will therefore remai n unchanged.

On January 21, 1998, the Conm ssion held a hearing during
whi ch the parties presented the Stipulation and responded to
gquestions. At the hearing, parties agreed that the Comm ssion
shoul d approve the updated margi nal costs and STEO rates that
acconpani ed the Conpany’s initial Novenber 13, 1997 filing. No
party or interested person spoke against the stipulation.
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IV. DISCUSSION

MPS' s annual rate change filing is designed to be a summary
proceedi ng i ntended to inplenent the provisions of the RSP. This
year’s filing, however, raises a difficult issue because it
i ncl udes recovery of costs related to the Miine Yankee shutdown.
MPS has indicated that virtually all of its requested 7.59%

i ncrease above the 2. 75% specified anount in the RSP results from
Mai ne Yankee-rel ated costs. The recent permanent shutdown of

Mai ne Yankee has raised i ssues regarding the reasonabl eness and
prudence of the plant’s nmanagenent over the |ast several years.
Accordingly, the Conm ssion has opened an investigation of the
matter, in part based on the findings of a nanagenent audit of

Mai ne Yankee (submtted August 29, 1997). Notice of
Investigation, Docket No. 97-781 (COct. 24, 1997). To aid in this
| nvestigation, the Conm ssion ordered a further managenent audit
of Maine Yankee; the results of this audit are expected in the
near future. The prudence of Maine Yankee managenent has al so
been raised at the FERC (Docket Nos. ER98-570-000, EL98-14-000,
EL98- 15- 000.2 Because of the nature of the prudence reviews,
ultimate findings and ratemaki ng consequences cannot be expected
for at |east several nonths.

To the extent that Mii ne Yankee' s past actions were prudent,
MPS is entitled under the RSP to recover sone of its Mine
Yankee-rel ated costs through its February 1, 1998 rate increase.
| f i nprudence is found, MPS may not be entitled to recover sone
or all of these costs. These circunstances create a dilemmua in
that, as a practical matter, the Comm ssion can not litigate
Mai ne Yankee prudence in the context of MPS s annual review

The Stipulation in this case presents a creative solution to
this dilema. Essentially, the Stipulation resolves the Mine
Yankee costs issue by providing that MPS will not recover certain
costs to which it may be entitled, but wll recover other costs
that, if inprudence is found, may have been disallowed. This is
acconpl i shed by an agreenent for a wite-off of Mine Yankee
refueli ng expenses,® a wai ver of recovery of the 1997 earning
sharing anmount, a reduction in the specified 1999 rate increase,

I n an Oder issued on Decenber 2, 1997, the Commi ssion
stayed its Mai ne Yankee investigation pending a determ nation of
the issues at FERC, the Order did not stay the ongoi ng managenent
audi t .

*There is an issue whether MPS was entitled to anortize any
costs as a “refueling outage” during 1997. The sane issue has
been raised in the pendi ng Bangor Hydro-Electric Conpany rate
case (Docket No. 97-116). |If the anortization was inproper, MS
woul d recover half of the anortized anount through earning
sharing (assum ng prudence).
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and recovery of a determ ned anount of 1997 and 1998 net

repl acenent power costs. Anounts of 1998 net repl acenent power
costs beyond the determ ned anount, as well as Mine

Yankee-rel ated costs after 1998 (e.g. continued purchase of
repl acenent power), are subject to disallowance based on

i nprudence fi ndings.

After careful consideration, we conclude that the
Stipulation represents an appropriate bal ance of regul atory
litigation risk, the need to noderate rate increases, and the
uncertainty invol ving investigations of Mine Yankee prudence.
We note that, even if inprudence is found, MPS is likely to
recover sone | evel of M ne Yankee-related costs; only the
incremental costs resulting frominprudence generally would be
subj ect to disallowance. Thus, the Stipulation provides a
reasonabl e resolution of this proceedi ng.

Accordi ngly, we
ORDER

1. That the Stipulation filed on January 20, 1998 is hereby
approved and incorporated into this Oder;

2. That Mai ne Public Service Conpany is authorized to increase
its rates by 3. 9% effective February 1, 1998;

3. That the updated margi nal costs and short-termenergy only
rates filed on Novenber 14, 1997 are hereby approved.

Dat ed at Augusta, Maine this 30th day of January, 1998.

BY ORDER OF THE COWM SSI ON

Dennis L. Keschl
Adm nistrative Director

COW SSI ONERS VOTI NG FOR: Wl ch
Nugent
Hunt
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NOTI CE OF RI GHTS TO REVI EW OR APPEAL

5 MR S. A 8 9061 requires the Public Uilities Comm ssion
to give each party to an adjudicatory proceeding witten notice
of the party's rights to review or appeal of its decision nade at
t he concl usion of the adjudicatory proceeding. The nethods of
revi ew or appeal of PUC decisions at the conclusion of an
adj udi catory proceeding are as foll ows:

1. Reconsi derati on of the Comm ssion's Order nay be
request ed under Section 1004 of the Comm ssion's Rul es of
Practice and Procedure (65-407 C MR 110) within 20 days of
the date of the Order by filing a petition with the

Comm ssion stating the grounds upon which reconsideration is
sought.

2. Appeal of a final decision of the Conm ssion nay be
taken to the Law Court by filing, within 30 days of the date
of the Order, a Notice of Appeal wth the Adm nistrative
Director of the Comm ssion, pursuant to 35-A MR S. A § 1320
(1)-(4) and the Maine Rules of Cvil Procedure, Rule 73 et
seq.

3. Addi tional court review of constitutional issues or

i ssues involving the justness or reasonabl eness of rates may
be had by the filing of an appeal with the Law Court,
pursuant to 35-A MR S. A § 1320 (5).

Not e: The attachnent of this Notice to a docunent does not
indicate the Commi ssion's view that the particul ar docunent
may be subject to review or appeal. Simlarly, the failure
of the Comm ssion to attach a copy of this Notice to a
docunent does not indicate the Comm ssion's view that the
docunent is not subject to review or appeal.



